The purpose of this research is to investigate the impact of oil price variation on stock returns and exchange rate on country's economy. It estimates a Vector Auto-Regressive model with Impulse Response function. In addition to that ADF test and granger causality test has also been applied. The countries under consideration are Russia, China, Brazil, Mexico, Saudi Arabia, and Venezuela .These are all oil producing and exporting countries with the exception of Brazil and China who only produce oil. Independent variable under consideration is crude oil price and dependent variables are stock market returns and exchange rate. Data was collected on monthly basis and data range is from January 2001 to July 2016 with 187 total observations. It is shown that oil price variation does not make significant impact on Russia, Mexico and Venezuela's Stock market returns and exchange rate. Saudi Arabia is the only country among oil exporters in which oil price volatility made a significant impact on exchange rate. As for as China and Brazil are concerned impact of oil variation on both countries exchange rate is not significant but on stock market returns it is statically significant. A key limitation of this study is that, it is based on daily data base and due to this reason some of the countries are not included due to non-availability of data and absence of registered stock markets.
Introduction
The Crude oil is singled out as one of the most dominant natural energy resources and prominently serving as lifeblood of the world economy. Hamilton (1983) observes that seven of the eight major recessions since World War II in the United States are preceded by a drastic surge in the oil prices.A sudden disappearance of oil would make the majority of industries, especially transport sector, come to screeching halt and human's daily lives become stagnant. Hence, the global rapid growth combined with a strong tie of many economies to crude oil has been making it the most-frequently traded and highly competitive commodity in the centralized international exchange markets and its impact is also evident on stock returns as well. Nargan (2013) confirmed the relationship between exchange rate and oil prices and it was also second by kisswani (2015) who elaborated that a highly significant bidirectional causality exists which proves that oil variation do influence exchange rates. Diez et al (2016) declared that oil price variation impact on stock returns is imminent and bouri (2015) did also correspond that oil prices do affect stock returns but it totally depends that up to what extent countries economy is dependent on oil. Oil volatility has influenced almost every macroeconomic variable and it was confirmed by the Diez et al (2016) .in addition oil volatility impact will depend on countries position that whether country is importer or exporter and it was confirmed by Bouri (2016) .
Statement of problem
The subject of oil variation impact on exchange rate and stock returns is very important for scholars of different area. Oil volatility and its effect can be very useful when it comes to hedging or investment. In simple words, results obtained from this study have important policy implications for investors and market participants. Market participants and investors can use linkages between oil price uncertainty and equity return to hedge and diversify equity.
Objectives
The rationales behind choosing the topic are  To find out relationship between oil prices and currency exchange rates of the world's major oil exporting countries.  To search out the crude oil prices effect on exchange rates of these given countries in a long and short run  To investigate oil prices influence on stock returns of these given countries in a long and short run
Literature Review
Nguyen and Bhatti (2012) studied the Copula model dependence between oil prices and stock markets. Purpose of the research is to find out the relationship between oil price variation and stock markets by using parametric and non-parametric methods. Two variables oil price and stock market index are used and data is taken on daily basis. For china data is taken from Shanghai price index and for Vietnam it is taken from VN index in dollars. Methodology is based on plots (chi-and kplots) and copula model. Results of the study indicated that the presence of left tail dependency between global oil price variation and stock market movements for Vietnam by explaining that if global oil price decreases than Vietnam stock market will also follow the pattern. Study also explored that there is presence of left tail dependency in china as well and this was the findings which made this paper different from previous studies. Study also suggested guidelines for policy making and is also useful for investors and risk managers as they can diversify their risk by investing in both china and Vietnamese market. Study conducted not only showed that parametric and non-parametric provided the same results but it also discovered two informative flexible and effective methods for measuring dependence structures between variables.
Boubaker and Sghairer (2013) analyzed the Instability and time-varying dependence structure between oil price and Stock Market in GCC Countries. Stock market Indices and Crude oil prices are two variables which are used in this study and a total of 1939 observations regarding data are Included. Methodology contains Archimedes Copulas, Gumbel, Claston and Frank and they are useful for different tail dependence structures. Study conclusion revealed evidence of asymmetric tail dependence in all countries. In exact terms results showed lower tail dependence in all countries with the exceptions of Oman. That means that oil prices variables and stock market returns crash at same time. However in case of Oman results were different as it showed a upper tail dependence by showing that the stock market returns and oil price variation boom at same time. Study provided a guide line to investors to invest in GCC markets and to manage their portfolio. Study also declared that tail dependence co-efficient and copula model parameters are higher in financial period than in normal period with contagion effect. Jouini (2013) measured the return and volatility interaction between oil prices and stock markets in Saudi Arabia. Geographical location is Saudi Arabia. Data is collected for several sectors namely Brent oil, market index, telecom and IT, Industrial invest, Insurance, energy and utilities and banks and finance services. Methodology consists of VAR Graph model. Study conclusion declared that different industries response may vary to oil price shocks. International study analysis showed that proof of significant unilateral return spillover influence running from Brent oil price to three out of total six sectors exist only over the turmoil period. Study also concluded that returns are not much helpful to predict oil price variation. study also suggested concentration showed be paid to study spillover effects of stock market to oil price instead of only observing oil price shocks. study also advised that these empirical finding should be used by authorities to make policies about the regulation of stock sector market and oil price variation and should also be used by investors and market participant for decision making. Kisswani (2015) Mandela and Wu (1999) . Evidence revealed by study showed that co integration exists between real exchange rates and real oil prices. Study also declared results of non-causality test which was used to find relationship between oil prices and exchange rates that there is a highly significant bidirectional causality which shows that oil variation impact exchange rates. Results of this study also provided evidence that oil prices are one of time series tests and non-causality tests. The major source of real exchange rate developments is due to its oil prices as they are charged in US dollars. Shafi et. al (2015) analyzed the exchange rate volatile and oil price shocks and its impact on economic sustainability. Data is taken annually for forty years from 1971 to 2012.Variables included in this study are GDP oil prices and exchange rate. Data source is international financial statistic. Methodology is based on VAR model. Study results showed that relationship of exchange rates and oil prices with GDP of Germany is positive. According to the study positive sign has indicated that any increase in oil prices would be affecting positively to GDP and exchange rate would also increase GDP. Study outcomes also showed that interest rate, government consumptions and import of the Canada had significant effect and positively reacted with exchange rate while inflation, exports and foreign direct investment had negatively associated with the real effective exchange rate.
Methodology
The data is based on 187 observations from the period of 2001 to 2016. Sources of data are Bloomberg, yahoo finance and investing.com. Collected data analyzed through E-views 8.
Research Questions
Study objectives leads to some research questions  How oil price variation is going to affect real exchange rate?  What is the impact of oil variation on countries stock market index?
Hypothesis
H0: There is no relationship between oil variation and exchange rate. H1: There is relationship between oil variation and exchange rate. H0: There is no relationship between oil variation and stock returns. H1: There is significant relationship among oil variation and stock returns.
Economic Model
The approach used in this study is the linear dynamic VAR method of Sims (1980) . Vector auto regression (VAR) is an econometric model that is use to capture the linear inter dependencies between multiple time series. VAR models usually generalize the uni variant autoregressive model (AR model) by allowing for more than one evolving variable. Sometime economic theory may not be adequate to determine the specific relationship between variables according to Rubin Fled and Pindyik then there are scenarios when it is important to consider logic and to allow the data to notify dynamic in a relationship. VAR have very low theoretical demands on the structure of the relationship in a model. VAR guides researchers to understand interrelating among economic variables. Before applying, the VAR model one should ensure that data is stationary at level or one difference or lag and to check the stationary of data tests like ADF can be applied. If data is nonstationary then we have to run co-integration test and in that case we have to include error correction term in VAR model and will become Vector error correction model. Moreover, unrestricted VAR model of order P is presented in equations and the structure is that each variable is a linear function of past lags of itself and past lags of the other variables. Where , represents stock returns and , is exchange rate. In above equation , stands for oil prices but we will not evaluate it as its not in our objectives of study to treat oil as dependent variable. Unit root test also be used to check stationary of data. On the results of unit root test one can decide that whether co-integration test should apply or not and in addition to above granger causality and impulse response function are also be used to analyze the data.
Conceptual Framework

Interpretation
All analysis was done using E-Views in following manner.
Testing Stationary -Unit Root Testing
Unit roots test was applied to reject presence of non-stationary in the time series. To apply unrestricted VAR model, all model variables should be stationary. Each variable for each country was tested for presence of any unit roots in oil prices, stock returns and exchange rates. ADF test was applied for this purpose. Sequence charts were developed followed by application of ADF test to confirm series stationary. When series was not found stationary, its first difference was tested against presence of unit roots. Before VAR model is applied on study data one of the critical decisions that have to be made is to choose appropriate number of lags. Following criteria was applied in selection of best numbers of lags for each model. In the above table * indicates lag order selection by criteria. It is not always the case that all criteria point to single lag number to be chose. Researcher has selected the lag based on maximum number of criteria to meet. Lag selection was run on 12 lags as research data was monthly. Above table show that 11 lags were appropriate for the model to be estimated Brazil. Similarly 8 lags were selected for running China's model below. 
Impulse Response Function
In response to 1 SD error term shock Brazil exchange rates will go down and negative after first period. It will be positive after 4 th period and stay positive till sixth period in future. Rest of the behavior can see in the appendix . In response to 1 SD error term shock Brazil stock returns will go down and negative after first period till 8 th period..In response to 1 SD error term shock China exchange rate will go down and negative after first period. It will be positive after 4 th period and stay positive some time and become negative immediately. Rest of the behavior can see in the appendix.In response to 1 SD error term shock China stock returns will go down and negative after first period till 8 th period. In response to 1 SD error term shock Mexico exchange rate will go up and positive after first period. It will stay positive for one period in future and then there will be no impact of that shock.In response to 1 SD error term shockMexico stock returns will have no impact in future periods. Rest of the behavior can be seen in apendix.In response to 1 SD error term shockRussia exchange rate will go down and negative after first period. It will stay negtive till 3 rd period in future and then there will be no impact of that shock.In response to 1 SD error term shock Russia stock returns will go down and negative for one period in future with no impact lateron.
In response to 1 SD error term shock Saudia exchange rate will go down and negative after first period. It will stay negtive till 8 th period in future. Rest of the behavior can be seen in appendix.In response to 1 SD error term shock, Saudia stock returns willgo down and negative after first period and go up in the next period. In response to 1 SD error term shock, Venezuela exchange rate will go up and positive after first period. In the next period it will go down. Rest of the behavior can seen in the appendix.In response to 1 SD error term shock Venezuela stock returns will go up and positive after first period and stay unaffected in future. After applying different tests we can conclude that results do vary according to scenario, conditions, backround of the countries and oil prices are not the only reason which cause fluctuations in exchange rate and stock returns.
